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SECURLTY TRADE CONTROIS IN AUSTRIA

SUMMARY

1. Austria's security trade controls rest on two fowmdatiorss
on Austrian administration and on the elaborate system of controls
introduced and exercised by the United States Element of dccupation
in Austria, The two systers are closely correlated and supplerert
each other.

Austria’s controla are roughly equal in scope to the3e proville
ing in the Umited Statesy they exceed by far the control cbligations
urdertaken by members of COCOM, the informal international contrcl
organization, located in Paris,

Occupled Austria, for obvious reasons, i& not a merbar of this
group of sovereign states but it participates in all reasures adopled
by this bOdYQ

2, Since Austriats controls are directed against one of the
four powers which occupy the country jointly and with equol rights,
all controls activities have 1o be handled with special care and
discretion to achieve the desired geal and protect the perzonal safely
of the officials involved,

3. Pertinent legislation was promilgated in the sprirg of 19513
among a group of economic laws the "Foreign Trade Act" ranks foremost
with regard to control miters. lNone of the laws contains specific
provisions for West-East trade; these are coversd by the general
trade regulations and so are the lists of strategic gouds which are
included, but not revealed, in the ovoreall lists of cormodities
subject to controls for reasons of conmercial policy.

Austria’s licensing activities are under the direct responsitility
of the Ministry for Trade and Reconstruction. Currency conirols are
exercised through the National Dank, A high intragovernmenital body,
the Feonomic Directorate, decides on mmtiers of economic policy, include
ing the pulding primciples for trade agreerents. Austria participates
in the Irport Certificate = Delivery Verification (IC/DV) system and
ita recently improved irport certificate is considered the best ao
far developed. ‘The allocation of raw materigls by the govermmend,
under the Rew Materials Control Act, permits further indire:i conirols.

SeE-CoR-E-T
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lic The exercise of export controls in Austria is fmustrated
to a considerable degree by the fact that a nurber of important
industries <« presumably forrer Cerran assels == have boen put under
direct Soviet adrinistration and are thus removed from the control
of their own governrent. The enterprises within this scetalled USIA
corbine may ship goods in ard out of the country as "Soviebt military
transports" without license or even without the knowledre of the
Austrian Covernment,

Controls in Austria must therefore include the Judicious withe
holding of strategic goods from these industries without ruining
then because == though Soviet controlled == thay continue to be an
integral and vital part of the Austrian economy.

So The controls exercised by the US authorities in Austria
originated with the supervision and distribution of US aid. They
were gradually developed and improved under the operaticn of the
Marshall plan, beginning in 1948. When the Battle Act came into
force in early 1902, they were tightensd and adapted to its special
purposes.

IS controls consisted largely in the security sereening of US
exports to Austria, In the course of time, however, alrust every
facet of trade and correrciel policy cams under 5 scrutimy. These
functions were carried cut through two interagency commitices in
which the 18 civilian and military authorities in Austriz were
represented. Early in 1953 the two committees <= the East.West VUrade
and the Vienna Screeming Cormittee -- were superseded by a single
body, the Trade Advisory Panel (TAP). It is composed of rupresenta~
tives of the Foreign Operations Administration, the Erbansy and the
Arny. Extensive and valuable information on Austria's cconomy has
been asccumlsted by the US Element in Austria, in the cowrne of its
controlling activities, - .

6. Cooperation between the US authorlties in Vienna and the
Austrian Governrent is very close and comprehensive but of necessity
completely informsl and confidential, US officials sit in on the
deliberations of Austria's interministerial Trade Advisczy Board
when 1% discusses. licensing problaems and questions of coimerical
policys US officials follow step Ly step all trade negotiations
with Soviet bloc countries and keep a close watch on the kind and
quantity of strategic goods which Austria must agree to deliver in
order to obtain certain essential counterdeliveries; US officials
exerted their influence on the composition of the commodity lists

G
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which are subject to Austrian export license and which lnch
but do not reveal -~ all items on the US and the internss
strategic listsy 1B officials intérvens in sases of cconoie hartie
ship caused %o individval firrs by the blosking of Bast wa trade:
B officials also review all irpertant axport applicaticrs iop
shipments to the Soviet bloc and keep informed on all USTA licens
requasts,

7« DBecause of this close wollzberation the mwber of Dabtls
Act exceptions required for Austria was exceedingly sma®i. ALL
cases were previcugly known %o the 16 authorities in Vicro: and
- the rajority of then concerned pricr cormitments. In viog of
Austriats sensitive political situstion the yresidential ters
of expeption for Austria rre desipnated as gecred 1n contmot o
the exception letters for other countries which are nod hiusificd,

8. Transit trade through Austris which ldes direchly ou the
way from West to East, presents the same problems os elaod
aggravated by Mustriats geogrephical location. The inderans
agreements which govern the froe rwvement of goods fiom o cowntry
of orlgin to any destination through inmtervening territory prevesil
in Austria as in any other Western comibry. legally, cento:
be exercised only by the country of origine. Austria cou
this rule: Ths US autboritles, however., under the exbraterwitorial
rights of an occupation pwwor, have siopped susplelous chiypments
at bordercrossings on several eccesions - not without sumring legal
complications.

90 With the cessation of cconomic sid %o Austria as o7 Janwry
195, economic pressure for a relexation of the siriect conmirels
againet trode with the Soviet bloe will inerease in the uountry,

As long as the US remsins in Austria with the spocial rigshis of wa
occupying power it will be able to exert the necessary restraining
influence, In the long rum, however, the continuation aud susces

of security trade controls in Austriz will depend on the opporturities
for cormercial outlets in the West which would insure the coamntryis
newly-won economic health and prevent a becksliding inte it
traditional partial dependence on the Esst.
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NN o B O,
TR EN MAR STIr  Weke BeR

Approved For Release 2002/10/21 : CIA-RDP79T01049A001000050002-3



Approved For Release 2002/10/21 : CIA-RDP79T01049A001000050002-3
S wleC eReE =T

@ T We B

I, INTRODUCTION

The Quadripartite Occupation of Austria

The situation of Lustria ranks arong the most complex problers
in the whole picture of WestwBEast relations. 1In the field of strategic
fande controls it is doubtlessly baffling and umique.

Austria is a small country with an arca of 32,000 square miles
and a pepulation of about 7 millions but because of its strategle
loeation, lte troditiongl place in WesteEast relations and its present
role in international power politica, it occuples one of the most
cinelal positions in the West=East struggle.

The countyy is stlll occupled by the four Big Powers and is
divided into four occupation zonesy yet it is governed as an undivided
ertity by its own lawe and by its own freely elected governrent, The
Austrians have complete freedom of roverent throughout the four zones.

The Soviet occupied zons is the most populated of the four, com-
prising approximately 27 percent of the population. Austria’s
cepital, Vienna, a city of aboubt 1.7 million inhabitants, lies in the
midst of Sovieb zome. All access to Vienna ~= which is partly under
irternational control ~- leads through Soviet occupled territory or
thwough two air corridors which have besn internationalized.

Yeb the comrumist vote in Austria, including the Soviet zone,
nes never sxceeded 5 percent; the corrunists hold only four seats
sf the 165 in the Lower House and one seat among the Lifty in the
Upper Chawber.

o four Powers enjoy equal extraterritorial rights under the
Occupabion stature; they are united in the joint control of Vienna
ard in the Allied Control Counsil which may interfere in Austriala
irdernal natters and legislative processes, ‘

et the Austrian Government cooperates with one of the occupying
powers in the application of strategic controls againet one of the
others, snd it does so under legal provisions vhich could not have
been proauigated without the tacit consent of the very power against
which they are now applied,

Ansthar unusual complication in the Austrian picture is the
evistence of the USIA combine, a group of Austrian industries which
hewe besn olaced under direct Soviet Administratlons they enjoy the
privilege of shipping goods in and out of the country as i 1i taxy
pransports’ without license, without payment of duties, taxes or
feas, and without even the lmowledge of the Austrian CGovernrent.
Frey are tms in a position to frustrate comprehensive trade controls
from the cotseb.
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Austria'’s Trade Relations with Eastern Europe

These paradox features of the Austrian situation are superirposed
on basic¢ economic conditions vhich by themselves would have rendered
the introduction of security trade controls difficult enough., They
are first and forerost Austria's traditional dependence on trads with
the Bast; ite difficulty to compete in Vestern marketsy the ever
present social and econordc threat of unerployment which is closely
correlated to the extent of its export business; the country's '
geographical location which rakes it a natural transit route for
shiprents fLron the West to the Soviet bloc.

Historically, the economiss of Mustria and those of Fastera
Furope wers dependent on each other. Despite profound changes in
recent years they continue to be complerentary in many ways. Austria
traditionally traded its menufactured pgoods asainst the grain, coal
and other raw materials of the countries which now form the Furopean
satellites., Some of them were part of the Austro-Hungarian Erpire
less than four decades ago. A considerable portion of Austriats
industry was geared ‘4o the needs and specifications of these countries
which offered ready markets., Austria's trades pecple, for generations,
were fariliar with the tastes and custors of Fastern Turope amd
skilled in catering to them, , : .

The employment situation of Austriats industrial laboxr force
depends to an appreciable dogree on the. country's Eastern trade,
Whenever trrade negotiations are held up or individual orders ars
stopped for sirategic reasons the possibility of unemploynent and
other economic repercussions have o be considered and it is often
difficult to decide where the balance of advantage lies,

fustria’s principal Eastern trading partners, at present, are
Cuechoslovakia and Poland. East Cermany has recently assumsd increased
importance. Trade with [hmpgary and the Balkan countries is of smaller
volume but quite essential in some respects; Trade agreements are
in existence or under consideration with all Buropean satellites,
The USSKE has 8o far declined to negotiate any formal trade treaties
with Austria. _

During the period between the two world wsrs about one third of
Austria’s foreign trade vwas conducted with the countries of Eastern
Europe.”™ 1In the late forties, before the effective appliecation of
- export conirols; Austria‘’s Fastern trade amounted  to about 19 parcent
of its total foreign trade,

¥ 5ee Appendix I for a Statlstical Suwrmary of Mustriats Prewar and
Postwar Trade by Value

o= 2 =
EL-BET
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after 1950 the share of recorded Soviet bloc trade, axeluding
USIA shipments, dropped sharply and has since then rerained with
1 4tle variations at aboub 11 percent of Austria's irports ard at
13. %o 13 percent of its exports. DLven at this level, Austria still
has the larrest percentage of Soviet bloc trade of any Western
country, except Finland. The reduction to the present figure repre-
sents nevertheless a remarkable achieverment in view of the special
circurstances and the high starting point.

14 i3, however, a moot question if this eonspicuous reduction
in Austria’s trade with the Soviet bloc was mainly brought about by
the introduction of comprehensive security trade controls under
Anericar puidance and supported by concurrent largéescale American
aid which enabled Austria to make dollar purchases.

ere can be no doubt that other essential factors contributed
irportartly to this development; foremost among them was the economic
boom am rerchandice mmger, caused by the Korean war, which opened
Western rarkets to Austrian products and relieved the internal
pvesguys for exports to the East, In leaner periods Austria is not
penerally competitive in the West because of its speclalization and
high mpufacturing costis.

An aviditional important elerent in the reduction of Bloc trade,
roreovers was not of the West's making. It was due to the Hastis '
mowing inability to offer satisfactory export goods in desired
quality and quantity and to effect deliveries and payments on time.
one of the most vexing problers of Austria®s cormerclal policy during
ths lasti two, or possibly three, years was the recurrent high indebted=-
ness on clearing account of the Soviet bloc countries, The Austrian
Governrcnt found it necessary, on several occasions, to put pressure
on Ssore of its Fastern trade partners by suspending its own deliveries ==
soretimes for a number of months -- until the agreed counter deliveries
wore forthcoming and the debtor country's technical credit margin was
poduced, Thus the East itself contributed in part to the shrinkage
of Austiia's Soviet bloc trade, ‘

Security trade controls alone, however, are usually held responsis
bie in Awstria for the liritations of the country's Eastern trade
and oot of Austrials economic difficulties are blamed on these
prostrictions. There are persistend complaints in the country, many
from recponsible and informed quarters, that the curtailment of trade
with the Soviet bloc causes uremployment, stymies industrisl develop-
ment, ferces Austria into dollar outlays for expensive imports and
generally cripples its economic life. These argurents are shrewdly
exploited by the small but veciferous cormmist groups for their own
purpnses in a way which often carries weight with groups of completely
differcct political persuasion..

Sefel wRel =
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Lilke many other Europeans the Austrians show a curious differ-
entiation between their political syrpathies which are overwhelmingly
prostiestorn and their business considerations which faver an expane
sion of trade with the Tast on purely economic grounds.

11, AUSTRIAN ADMINISTRATION OF TRADE COMTROLS

Ceneral Remarks

Almost all European countries handle security trade controls
within their system of general economic¢c and 4rade controls without
specific additional legislation. For Austria especially, in view
of ite singular political situation, it would have been impossible
to establish any lepgal provisions vhich would openly restrict the
conntry’s trade with the Soviet bloc. All security trade controls
have to rely on the method of aspplication of a general law rather
than on a set of rules which would clearly reveal their purpose,

Security export controls in Austria rest on two foundationsg
on Austrian legislation and ‘on the elaberate system of controls

~ . intreduced and exercised by the United States Rlement of Occupation

- inAustriag The two aysters are closely correlated and supplenert
- eagch others

‘Fver since 1948, when security export controls were introduced
in the Thited States, /\ustria has applied security measuver in
intimate collaboration with the US occupation authorities. Under
a bllateral agreement, concluded in the fall of that year, Austyria
is obliged to institute controls "parallel to those in the United
States", that is, much stiricter controls than the ones agreed to
in GOC_QM;. For obvious political reasons Austria never becere a
nember of this body.

' The Econgmic Legislation of 1951

Austrig's present controls arc based on a set of laws which were
introduced in the spring of 1951. They were prorpted by the diffim
cult economic situation in which the country found itself at the tire.
The rise in worldd prices for raw raterials caused by the Kerean War,
turned the terms of trade against Austrla which is essentially a
ganufacturing comtry, Austria faced an alarming balance of payments
situation and an inflationary price.wage movement,

SeEuleReliaT
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The nev econanic lepgislation was primarily introduced to direct
exports and imports lnto the rost favorable economic chanuels, to
preserve scarce raterials, to control the foreign exchange sltuation
and balance the ‘intornal price structure, The mechanism ¢reated for
thesc purposes is well suited for the exercise of security trade
controls but it must be reiteratced here apain that in Austrlia, as
in most Furopean countries, these special controls are only incidental
to the over=all system of foreipn trade and exchange rerulations.

The five laws which control Austria’s economle life today were
enacted in April 1951 and becarme effective in May 1951 aftcr consideraw
tion by the Allied Counecil (which includes the Soviets) and following
their publication in the Federal Gazette. They ares

The Foreign Trade Act of 1951

The Raw Materials Control Act of 1951

The Arendrent of 1951 to the Price Control Act

The Reintroduction of the 'ood Control Act of 1948

The Act Tstablishing an Economic Directorate of the Federal
Government.,

The Foreign Trade Act of 1951 is the basic law for %he regulation
of exports and lmports bub the other four laws, enurerated sbove,
furnish supplementary provisions in the way of policy direcidonm,
adrinistrative supervision, price control and raw raterial allocation.
They all contribute in some way to the various forrs of denial opera=-
tions directed azainst the Soviet bloc.

The Foreign Trade Act starts with the staterent that foreign
trade is on principle free fyom any restrictions in Austria. GCoods
enurerated in two appended lists, however, are subject to control
and license, for reasons of domestic needs, shortages and balance of
paynents considerations. These two lists, called A and B, contain
a vast nurber of important commodities which also cover in broad
catecories, and without ldentifying thery, virtually all items on
the Tnternational Control Lists and those which are subject to cone
trols under US regulations, The law rakes no distinetion as to
countries of destination and no securlty licensing criteria are seb
forth since the cowmtry is, of coursec, in no position to discriminate
overtly against any of the occupying powers.

Trade controls are adrinistered by the Federal Ministry for

Trade and Reconstruction in concurrence with the Economic Directorate
of the Tederal Covernment.

5w
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The Feonoriic Directorate is an interministerial and intoragency
body, composed of ALl except two members of the Austrian Council of
rinisters as well as of representatives from the llatlonal Banlk, and
the Charbers of Industry, Labor and Azriculture, It is pre 3ided
over by the Federal Choncellors. The Economic Directorate is the
hiphest suthority in Austria in all matters of economic policy. n
the foreign trade field it establishes the directives for export and
import programs, for the conclusion of trade agreenents and for
certain foreign exchange problers,

Thile the Teonomic Directorate lays dowm the broad overeall
principles for the country’s economic  policy at cabinet lerel,
a Toveign Trade Advisory Board (not to be confused with the US Trads
AcVisory Panel s 1€ charged with exccuting foreipn trade
mbters within the policy frarsuork estabilished by the Dire:toratus
The rerbership of the Trade Advisory Board is roughly similar to
that of the Directorate but the representation ig below cabinet
levely; it is composed of reprcsentatives of almost all ministries,
the chambers of Imdustry, Lobor and Agriculture, of the Nat .onal
Bank and of the Federal Lander (States). Both parties of thwe
coalitlon governnment (the Peoples Party and the Sccialists) are
represented within the rembership. Deeisions have o be uninimoug,
llembership is honorary, i.¢., unpaid, and 21l members are p.edred Lo
diseretion. '

This body decides on all matiers in the export-import _icense
ing field which go beyond routine, Owing to the unaninidy ule a
major lic nsing decision can becore a political issue. Frictions
can alsoc. arise from differences between the policy deterrination
of the Neonomi¢ Directorate and its interpretation by the subordirateod
but rather independent Foreign Trade Advisory Board. 4 famius
incident of this type occurred in the sumuer of 1951 when the Minister
of Transport, a Soclalist, hcld wp all licensing procedurcs for
several days until an erport license for pitprops to which he objected
(on other than strategic grownds) was withdrawn though it hid been
approved by the Minister of Trade, a Peoples Party man, in tone
forrity with instructions fron the Econamic Directorate. A court
decision in 1952 finally removed export licensing from bipaytisan

control which was exercised largely with political motdves,

A representative of the American Embassy atiends on an informal
and confidential basis the meetings of the Trale Advisory Beard
which deal with license screening. - Thus the close collaborztion

‘between the US occupation authority and the Austrian Covernrent is

built right into the very procedure of license approval.

w 8w
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Iicensing Procedure

The issuance of llcenses is earried out in the Central Office
for Export and Irport ("ZARM or Zenitralstelle Ausfulr/Linfuhr)
which is an organ of the Minlstry of Trade but 1s located in a
different building, Austrian export licenses, once issued, are
irrevocable except in cases of misdemsanor. "Prior cornml tnents"
entered into and licensed before the enactment of the Battle Act
‘therefore had to be honored under Austrian law. In a very few
rare instances a license was withdrawn under a speclial arrangenent
for overriding political reasons. But they represent exceptions
to an otherwise firrly established rule,

: The validity period for Ausitrian licenses is six months from
the date of issue. A single extension for three monthse ray be
granted upon applicationy furthor extensions require a specisl
procedure, License applications which po beyornd routine matters
are subritted to the appropriate cormodity seciicns in the tinistry
of Trade for recommendation of approval or denlal. Ferrous metals

machinery are bandled in Section 13 of the Ministrys nonferrous
metals and serap in Section 173 chericals and pharmaceuticals in
Section 63 all other commdities including electrical equioment
in Section i, The final decision is mde either in confermcs by
the Trade Advisory Doard or, in simpler cases, by the cormodity
section itself, The tire limit for the whole procedure is 28 days
and is generally adhered to.

Forelgn mhange permits are issued commﬁtanﬂy with the
import licensey they have a validity period of only three months.
Fxtensions ray be secured from the Austrian National Bank upon
proper justifisation, ‘

Penal sions and their application are effective anough,
by the average offender, They consist of stiff
fines, the threat of confiscation of the goods involved in an illegsl
transaction and possible jail sententces. But the tig notorious
East-West traders in Vienna usually manage to avoid a brush with
the lav. Their business, based on gemerations old connecticns and
experiensce in trading with the East, is largely conducted by mail,.
They use their far flung trading, banking and shipping connections
all over the world and take advantage of existing legal loopholss,
especially in the fleld of transit trade. The goods they divert
to the East sre seldom brought within Austriats territorial juris-
diction. It is usually easier to frustrate some of their deals
through physical interference with the cargo than to bring the
traders to trialo

[ 7 <
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Participation in the 1C/DV System

During the latter part of 1951 and in the early months of 1952
the member countries of COCOM graduelly introduced among thamselver
a pystem of guaranteen designed to prevent the diversion of sirategic
materiale through remxports from friendly countries. The inport
certificates or "IC's* (not to be confusecd with irport liceases) are
a puarantee of the country of destination that the firm namxl as
irporter is acting in good falth and that the imported goods will
be used in the country's own econony and not be reexported. The
delivery verification consists in a later confirmation, afte: investigae
tion, that the guarantee given through the IC has becn fulfillled.
Both IC%s and DV's are issued only upon request of the exporiing
country. o8t countries are satisfied with the IC alone which they
consider a sufficient guarantee; delivery veriflcatlons are requected

only infr_equmthq

Austria, though not a merber of COCOll, has sporadically issued
written guarantees against diversions of imports from the We:t since
approximtely the time when COCUM countries began to operats this
systen arong therselves, Most of the first Austrian certiii:ates
vere for imports from the US and from Vest Germany. In ths oaginning,
no specific rules were followed as to type and form of the inrport
cortificates. Soretimes they were lssued, without coordinstion,
by various desks in the Ministry of Trade, rostly without & speclal.
cormodity checky scmetimes they were nothing rore than sictsments
by various local Charbers of Commerce with. notarijzed sipgnatures.
Fraud and misuse wos not infrequent uncer these clrcumstances,

A new standardized certificate was developed by the Msirians
in late 195% and early 1953, in ciose cooperation with US officialn
stationed in Vienna. A copy of thie new document was subritted by
the US .delegate to a COCOM sessiom in March 1953 as an exmrple of
the best form yet evolved, :

These new certificates are printed on nurerically controlled;
water-marked safety paper. They arse issusd by the Federal lMinistry
of Trade on presentation of the following documentss a valid Austxian
import license, a foreign currency perrit from the Nationa® Bank,

a sworn statement by the importer amd a letter of confirmation hy

the Austyian Chamber of Commerce. The appropriate cormodiy section
of the Ministry, mentionad before, must endorse the transaction,

Each commodity group is assigned a definite set of nunbers which are
mde known to the COCOM countries, together with the signaturcs .of
the signing officer in ths respective cormodity section. This rethod
makes forgeries almost impossible.

‘a8a
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The Austrians call this docurent quite logically an "ond uss
certificatet (Fndverwendungsbescheinigung), since it represents a
guarantee by the government that the imported goods will be used
in the domestic production process amd will not be reexporteds it
correspords, however, in content, forn and purpose, to the import
certificate of the IC/DV systen.

The US Frbassy considers this new Austrian docurent superior to
the IC*'s arreed upon by the COCOM nembers and at least equal to whe
Swiss Dlue certificate.

Austria is not yet equipped to conduct delivery verifications
on a broad scale ard has not adopted a standard DV form, bit it is
ready to conduct DV investigations for a roderatec nunber o casei,

IC/DV and USIAs The Austrian Governrent has declared that it.
does no% intend to issue endeuse corbificates for USIA fimms. The
US Embassy believes, however, that this intention cannet be carried
out consistently. All COCOM members have thcrefore been asked to
handle export licenses to Austria with special care and to consuld
the Austrian atch lists, COCCH Docurcents #982 of 28 Novener 1952
and #1203 of 24 April 1953, before approving export licenscs based
on an Austrian import certificate (see chapter on USIA), If necessary
the Trade Advisory Panel, "TAP", of the United States authorities in
Vienna could and should be asked to assist in mmking required checks
and furnishing advice (sec chapter on "Arerican Controls in Austria™).

Licensing and the Liberalization Program of OO

Austria perticipates in the lileralization progran of the
Organization for European Economie Cooperation, but 1t does so at
a much slowver pace than other countries, :

In view of its greatly improved economic situation Austria is
striving for a 50 percent liberalization by Jamary 1954, z consideraw
ble increase over its present 35 percent. This reans that quaba
controls will be taken off from a specified half of all the goods
entering or leaving the country, Austria will continue to require
licenses for all comodities in foreign trade, including those on
the liberalization 1list, but licenses for the latter ones will be
granted autoratically without further checks. A loophole nay posaibly
develop out of this situation, espscially if liberalization should
roach a still higher percentape. Yet so far no case of wviolation
of security controls is knowm to have resulted from the 1liberalization

Progrank
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Public Reaction to Security Controls

The cooperation of the Austrian Governmment in the ficld of
security trade controls has been very good. DBut it has to contenc
with an adverse public opinion and rust be circumspect in handling
this task., The Austrian population, though overwhelmingly anti-
cormunistic, does not generally accept the fact that restrictions
on trode with the Fast which they blame for recurrent unerp.loynent
and other economic ills, are needed to the now prevailing extent
in order to protect Western security, .

The attacks on trade controls and on the Arerican influence
in this field are by no means limited to the small but ensriestic
~roup of corrmnists. They come from business quarters as well arx!
they have found a strong voice in the present govermment in the perw
son of Trade Minister I1lig who bclieoves that in the absence of
suffisient markets in the West, Austria rust expa.nd its trade with
the Seviet bloc to survive economlcallgr _

-I-',t. is worth noting 'bhat. the. licensing mechanism is the only
scctor in the Austrian trade control system which is centrailized,.
The responsibility for the controls-=both the broad policy iraking
aspects of it as well as the:decisions in the more importans
individual casese~are widely diffused throughout the governwent
through the medium of interagency committees, The US autlprities
in Vienna have repeatedly urged that the responsibility for trads
controls should be centralized in the Foreign Office in ordor to
strengthan then and preclude tha recurrence of slip-ups which were
usually due to the decentralized rethed of adrministering coutrela
Yet there are very valid reasons for the seering vagueness which
chavacterizes the distribution of responsibility for trade vontrols
among Several nministiies and an wndefined nurber .of burwaus and
desks within thems in view of the constant threat of retoliation
by the Soviets and in the face of violent criticism in the preas
and in public discussions, no individual office or officinl cares
to be clearly identified with the control function.

‘The attacks on trade controls have at times besn so vicious
that trade control officials feared for their personal safeiy.
Last spring a senior official of the Foreipgn Office, in charge of
liaison with the US authoritles In Vienna, had to be shifted from
his job to a less exposed position in the Foreign 0ffice fo:* his
cwn protection., Iiaison work, left in the hamds of only one: junicr
erployee, suffered accordingly, At about the sanme time an invitation
by the US for an exchange of study tears on export controls under
the Technical Assistance provisions of the Battle Act was politely
but firmly declined with the explanation that no group of guvernment

w 10 e
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erployees could or would dare to associate therselves openly with
swch a project vhich could not be kept secret. The governrent let
it be lnown that if the US insistcd they might be persuaded to

send one official alone who would be less conspicuous than a group
ard whose rission could be easier disguised under another purpose.

The cessation of US economic ald to Austria at the end of the
current calendar year will increase Austrials restiveness under the
prescnt stringent scourity trade controls and will remove the
threat of sanction which the US officials have becn holding up to
now. Even during 1953 the opinion could occasionally be heard in
the press and in public utterances that the arount of aid was far
too small to justify the econonic sacrifices due to loss of trade
with the East. .

' The US authorities in Austria hiave shown great skill and undere
standing in handling the ever«recurring problem of striking an
aczeptable balance betwecn security considcrations and economic
‘necessity, This flexible approach was greatly facilitated under
the provisions of the United States new policy deterrination set
forth in NSC 152/2 of last July. The coming months will contimue

to witness the contradictory development of increasing perfection
of the control rechanism on the one hand and on the other hiand a
steadily growing political and economic pressure for a relamtion
of controls and an éxpansion of Lastellest trade. '

IIX,. AMFRICAN CONTROLS IN AUSTRIA

Backmjmd

Fver since the end of the war the US held a special position
anong the four occupying powers as the orly ome which furnished
economic aid to the country., Outright relief, given dircctly or
through UNRRA imediately after the war, was followed by "interim
aid® for relief and reconstruction during the period preceding the
introduction of the Marshall Plan in the spring of 1948. Through
the edrinlstration of ald the US Elerent acquired the nucleus of .
a staff with growing experience and familiarity with the cpecial
problers of the country. Ci-se working contacts developed between
the Arerican authorities in Auctria and the Austrian Govermsnt.

Thus the US Flement in Austria was in an excellent position,
in 1948, to carry out the control functions comnected with ihe
Marshall Plan, and four years later to apply the much stricier

= 11 “
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controls of the Battle Act. They were greatly aided in this task
by the unique intelligence opportunities available in the country
through censorship of the mails (which has sintce been abolished)
through various kinds of trade information, through contacts with
Austrian government sources and through the possibility of observe
ing Soviet activities at close range. -

There is very close cooperation in the field of Feonomics arong
the various US agencles stationed in Viemna, The Erbassy and the
Special Nission for Economic Cooperation (mow FOA) have pooled their
forces in. the same building and the Erbassy's Lconomic Division
serves then both. An Orpanization Chart¥ is attached to this report
to illustrate this situation. It will be seen that severa: high
functionaries serve in dual capacity. The changes which occurred
since the chart was issued in March 1953 did not alter the mrinciple
of successful integration of work.

The investigations and other economic studies undertaken by
the American Authorities im Austria have led to the accumilation of
volurinous files on the Austrian economy as a whole and on individe
ual Austrian firms in particular which contain a wealth of inforna
tion and constitute an unsurpassed source of ready reference
raterial vhich is usually consulted before any outside sources are
approached, . ‘

On the basls of its rights as an occupation pover the United
States gradually devcloped a machinery for security trade controls
in the country which it occuples jointly and on equal rights with
the very nation against which the controls are directed., The
anomaly of this situation permcates all security sontrols in Austria
and accounts for their complicated nature,

The Mechanism __pf' the US Security Trade Program in Austria

In Moy 1948, shortly after strateglc trade controls were introw
duced in the United States, the American authorities in Viemna began
to exercise selsctive screening for goods which entered Austria wder

an Fxport/Import Bank Loan,

In the £all of 1948 two standing cormittees were set up to
irmplenent the US Securlty Trade program in Austria:s The Tast-Yest

Trade Committee and the Vienna Ecmen___iing Cormittes. Both comittees
were composed of represen ves irom the ¢ Cooperation

¥Zee Appendix ii
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Adrinistration (ECA, later }SA) s from the Legation (later Enbassy)
and from the US Military Forces in Austria (USFA). When a 13
civilian lligh Commissioner replaced the military adrinistration of
the country in 1952, his office was also represented on the two
cormittecs, but the USFA continued to retain merbership.

Tn 1953 the functions of the two committees wore corbired in
a ginglc body the Trade Adviso? Panel, YTAP", TAP's tasks are best
illustrated by a description of its predecescors' responsibilitiess

The East-—l-!es'h Trade Cormittee was responsible for carrying oub
the U5 hastel/est trade policy in fustria. This involved continued
consultation with the Austrian Government on Austrian administration
of and legislation for trade controls, on Austrian nogotiations for
trade agreements with countries of the Soviet blocg; on the cuantitoe

tive Mrits for strategic goods and the adequacy of quid pro quo's,

In this connsction ovor=all problems of the Austrian econony came
in for consideration, such as the question of altermate ravkets for
goods which had traditionally been sold to the East, the problem
of unerployment presumably caused by the refussl of orders fvom the
Soviet bloc, price problers and problems of balance of payuentssg

in faet, the whole range of questions connected with the task of
roorienting Austrials trade from East to West without endangering
the country's gradually mtumlng sconomic health,

The commlttee also exchanged information with the Austrian
Governrent on intelligence concerning clandestine Hast-West deals
and induced the Austrians to take preventive stepe, where feasible,

Sirilar preventive action was sometives suwecessfully undertelen

when prospective undesirable transshipments came to light ir time
for notification of the counfry of origin which alone has the legal
authority to stop theng '

The Vienna Screening Comrdttec (VSC) was established as an =
operating body for seourity checks while the policy making aqpects
were left to the RasteWest Trade Committee,

The primary task of the VSC consisted in the screening of all
US liconse applications for strategic shipments to Austria. Mn

‘elaborate edure was worked out betwsen the Office of International

Trade (0IT)® in the U.S. Department of Commerce in Washingtcn and the
screening commitiee of the American Authorities in Vienna. License
application papers filed in Washington were rmiled to Vienns where
the case was investigated and the findings reported back 4o 0IT.

¥ Now I'C or Bureau of Foreimn Cormerce
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Since this method caused undue delays In license processing,
the procedure was simplified as of 25 August 1952, Beglnaing with
that date the VSC started sercening the epected shioments Jron
the US on the basis of the Auwstrian irmport license only avd coine
cident with the recelpt of the emport license application by OIT.
The V5Cfs recormendations for approval or denial == usually for a
congiderable list of cases e= 15 cabled to the Department o. Cormkree.
The VSC's suggestion is usually accepted, but the responsib.lity fer
the f£inal decision rests in Washinpton., (See section on "Perlodie
Reports™)

Aside fron its rain function, that of screening Arcricon expoits
to Austria, the VSC made its facilities avallable to any other
Western country, espccially members of COCOM, which rdght wish to
have end use checks rade for some or 21l of its exporis. There
were, howover, only very few cases when such services werg equesied
in spite of the fact that they were repeatedly and freely o’fered.

In the course of tire rany functions of the East-est Vrade
Cormittee and the Vienne Sereening Committee were foumd to be overs
Yapping. Moreover, the line of distinction between the two comdttess
had been somewhat vague from the very beginning because {ha same
staff members usually represembed thair agency in both groups. Ibs
Vienna Serecning Committee, ‘in addition, because of its vury nems
hiad become the goal for Cormmnist attacks on the Austrian Gevernment
for its alleged subservience to the United States in its control ef
Fast<ilest trade. It was thercfore decided, early in 1993, to merpe
the two committees into one group with the inocuous title "¥rade
Adﬁsory Panel"q

The Tirade Advisory Panel (TAP) continues the basic functions
previously performed by the Bastellest Trade Comrdttee and the Vierma
Screening Commlttee in excrecising control over the rovenent of
strategic iters entering or leaving Austria through legitimte trode
channels. Tt algo engages in the more complex and varled activities
provided for within the frarework of the US Fconomlc Defense Program,

T | T
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The erphasis on the latter aspects is stoadily increasings they
include cases of actual or atterpted diversions, the methods by
which they were accomplished and the development of counterncasurss
to frustrate them.

A most important part of TAP%s work is concerned with the
evaluation of Austrian trade with the Soviet bloc in terms of compara-
tive advantage to the Austrian econormy; this involves a very close
cooperation between the Arprican authorities and the \ustriun
Covernrcnt on negotiations for trade agreenents. It often 1ec eS8
tates direct contacts with importent firms, such as Steyr-Dairlere
Puch, for exarple, which constitute a power within the statsg it
includes delibcrations on general economic problers resulting from
restrictions of trade, such as the range of questions connexted
with finding alternate rarkets and reorienting the productisn of
sone industries for Westecrn consunption,

The merbership of the Trade Advisory Panel consists of repre.
sentatives of US clvilian and rilitary authorities in Vienna. Ttu
chairran is the Chief of the Tmbassy's Trade Analysis and Operations
Branch, lir. Fronk B. Dutler. The other Panel representatives aro:
the Coritroller of the MEC liission to Austria, 1. 5. ¥V, N. Powelson
mﬂ an Am Officer f_:'om GP’Z"’. U.So Foreces in Austl'ia, Lto Cols AP
Lts Cole Ao P. Jomes,

Sepasning Criteria
For TAP as for its predecessor, the ViC, the principles which
¢uide its sereening activitigs are first and foremost security
considerations, such as reliability of the end-user, safety from
reexport, assurance that capital goods will not be used to nanue
facture strategic iters for export to the Soviet bloc, eteo

Tssential economic considerations, however, are equally talen
into account and are assuming increasing importance, especially
since last sum:er, when a policy of greater flexibility was laid
down in the provisions of the IC Determination 152/2. Undor certain
circupstances a potential security risk is weighed against un actual
and tangible risk in the economic field (threatening unerployment,
economic distress of an industry or an individual firmg possible
permanent loss of a regular market, etc,) and a recommendation may
be made in favor of a shipment on economic grourds even 1f it
involves a calculated risk fron the securlty angle.

Sirlar considerations prevail with regard to the goographiczl
location of an end-user. Since Austria, in spite of the fowr-power
occupation, is one entity under a single government, firms locatec
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in the Sovict zone are not excluded fron receiving approved strategic
imports from the US, if investigation proves that such firre prodice
for the Austrian econory and othorwise reet the basic screcring:
standards. During the first quarter of 1953 about {$l.l million werth
of roods, representing about six percent of the shipments approved
by OIT under the security rating system went to the Soviet vone of
pustriag the three Allied foncc together received ap roximately

72 percent and the Tnternational Sector of Vienna 22 percent; of the
rated irports fron the United States, .

o approvals are ever given (or requested) for highly stratogic
exports to fimms of the USIA complex which is uder effective Sovict
control (see chapter on "USIA"). With regard to non=stratepic iters,
or iters with low strategic rating, however, exceptions are soree
times rade even for this group, vhen an enterprise occupies a
monopolistic position for a product which is essentlal to the Austrian
 ceonory: and when its entire output is sold to Austrie. - ‘Exarhles

£ such-enterprises are tanncries and shoefactorles in the USIA
and, forerost. of all, ‘the Unilever plant (fats, soaps: a

o rela ¢d products) which is considered indispensalle to the Austricm

 econony and vhich, incidentally, atill mintains very close ties
with the motherfirm in England. - '

Periodic Reporting on Scmeﬁiﬁé;_;&c&iﬁtﬂ.és

“Two Departments (State and ‘Commerce) and one Agency (Foreign =
. operations Administration) of the U.S, Governrent issue peiedic
. vaports on shipments to or from Auvatria which came under tho scrutiny
~of Aperican Authorities in Vienna. They ares S

1. The "Imd-Use Reports® (unglassified) issued montlly in
Viens by the DITic€ of %E'é Tontroller, Foreign Operations

-~ Adrinistration (formerly Economlc Cooperation Administration). They
. report in tabular form, sometimes sup,lemented by textual explana-

'bions, ‘on ECA=financed shipments to Austria, The prirary considera=

tions for investigations condusted under this program are economics
 the security angle is only ingidental, but is never neglected.

The cumlative figure of investigations carried out since the
jpitiation of aid under the Marshall plan in May 1948 to the end .
of September 1953 was around 758000 In 1953, wwards of 120 applica=-
tions Were handled ronthly. The cessation of aid as of Jammary
195); is bound to bring about the discontimuance of these reports,

SeELeR=LT
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2, The'BFC (formerly OIT) Reports on Export License ipplications
Approved or Dénled for Austria.” are confide ark. are issue
SeterTy Ti Washinston by € Dureau of Foreign Comerce under CEP
Prorram Deterrination Mo, 2i7 of 7 Anril 1952, The first report care
out in February 1953, subsequont isguss appeared quart.erly with some
delsy. The report on .the first quarter 1953 was issued in Zepterber,

the second quarterly report appecred under the date of 26 Catober;
the third report care out on 21 Decomber 1953,

These reports tabulate the approval and denial of licenses by
the Burcau of Foreign Commerce for strategic exports from ihe United
States to Austria., (See section on The V%enna Screening Germittes
for a description of procedurs), Decisions are primril:y Lased
on security considerations;  the cconorde angle is secondaiy., Ths
tables glve the des:.gnatlon of ths cormodity, its Scheduls 13 mumber,
its security rating (only by list, not ¥ynurber), the destination
by ococupation zone and the approval and denial by quantity as well
as valueo

*  As previously mentloned, strategic shipments represent only a
fraction of the total US exports to Austriag during the first quarter
of 1953 ‘they: amounted to slightly over six percent in value that is

£1,38 million out of total first quarter shipments of .322,5 million
from the US to Austria. Some 150 to 300 applications for the export
of thece strategic items to Austiria ars being processed bty the BFG
per quarter.
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V. THF USIA COMBLNF. AND SECURITY TUDE CONTROLS
Tae Prohlen of Soviet Controlled Industries

Unier the Soviet interpretation of the Potsdam Agreement the
Rod Army seized as "Cerman Assets"eeand therefore as rightful ooty ==
aout 350 industrial and cormercial enterprises in Austria when it :
ertered the country in the spring of 1545. Tbe Russians put these
snterprises under a central organigation, called PAdrinistration of
Soviet Umterprisea in Austria® or "USIA™ with headquarters in the
internsiional sector of Vienna, but generally controlled from Moscow.

Tha entire Austrian oil fields were equally %taken over and
piaced under a Soviet 0il Adrinistration (SMV). Both orgonizations
conduct their business through the Soviet Military Bank in Vienna.

USTA and SMV together have exploited the country under the extra-
rarritorial privileges of an occupying power through a constant drain
of goods and services. Their takings over the years have been roughly
~stirated at over one hillion dollars, an atount about equal to the
curmlative sconomic aid furnished to Austria by the United Clates
gince the end of the war, -

The SMV: The Adginistration of the ollfields or SIV is tightly
controlled From Moscow, all higher positions are hold by Russians,
she interrediate level is renned by card-carrying Austrian cormuniets,
Piysically, the property is fenced off by barbed wire and patrolled
by units of the Soviet Army. Though Austria buys its petroleum
foon the SMV there is little daily intercourse between this organiza-
4+7.on anc the rest of Austria.

%‘Ipravlf;ia Sovictaskovo Imuschestvl Avetril
w18 =
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The USIA Combine: The position of the USIA combine, on tle
cbher band, 18 completely different, The 350 establishrents 6f which
it is commosed rommin individual units with thelr own laborforce :
end different kinds of production. They are all located in the Soviet
zone, but not all plants in ths Soviel zone are by any reans part of
the USIA complex,

lotwrithstanding the fact that the USIA enterprises consistently
refuse to pay taxes or sociazl security fees and that they ship goods
in and out of the country as "military shiprnents™ without payment
cf duties and without the use of licenses, they continue nevertheless
to be an interyal part of the Austrian econory. A sizable share of
their production=-ranging fron under 50 percent for sore plants to
as mich as a full 100 percent for others«-flows back into the economic
strean of the country; they erploy Austrian workers and erployees
{very fev of whom vote cormunistic) and in many cases also the ranagers
are Austrian nationals, frequently not even merbers of the commnist
rarty. For sone products, such as certain kinds of heavy machinery,
¢lectrical equipment, rollingstock, scrap, plateglass, light bulbs,
fats anl seap, rayon yarns, lsather tanning and shoes, the Austrian
gconomy is heavily or totally dependent on the output of the USIA
rlants ard a considerable part of the Austrian labor force looks %o
then for employrent,

ESIA end Domestie Trade

In view of the fact that the country is one economic uni%,
iransactione between a USIA enterprise and any Austrian establishrent
are considered norrel demestic trade which--in theory, at leaste=
proceeds without control or supervision. . s o .

Thz bearing departwent of Steyr-Dailriler-Puch, a legitinate v
Austriza firm, for exarple, regularly supplies USIA plants with bear-
ings. [n 1951, these deliveries amounted to about $280,000 or
8.1t pervent of their total domestic sales of $3.3 millions rore than
s third of the sales to USIA consisted of erbargo~-type (antifriction)
tearings. Steyr, in turn, bought aporoximately $1.7 million worth
of goods from the USIA complex of which about 90 percent were not
availablc elsetwhere in the domestic market. Simce that time the
pcreentage share of deliveries to USIA has decreased, but the absolute
srounts rose because of the geners) spurt in economic output. -

Stayr contends that a large part of their bearing shipments to
USTA is incorporated in products for the Austrian economy and quotes
the folluwing exarple: an oxder for $2,,000 worth of bearings was.
placed in 1952 by the Voith Werke in 5t. Poelten, a USIA plant,
These baarings were needed for turbogears in Diesel motors, to be
deliverad to the Simmeringer Wagonfabrik, another USIA firr, - The
latter sne installed these diesel motors in rell motor cars which
it wae tuilding for the Austiian Federal Rallroads, :
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This seers a typical illustration for the closely intecwoven
relations between the Soviet controlled UFIA corbine and thz free
cstablishmonts in Austria, relations which could not be disentangled
without serious repercussions to the whole econory.

Aside from the manufacturing enterprises which the foviets have
taken over and are controlling through the USIA, they have zstablished
a chain of retail outlets which sell USIA products and cormxiities
irported Irom the ruropean satellitesz; undar the guise of military
shipments. Since all the good:s are procured free of taxes, duties
or fees, the USIA retail stores can easily undersell and thus underw
mine legitirate Austrian business; it is one of many ways by vhich
the Soviets have atterpted to disrupt the Austrian economy. Very
1ittle ean be done to combat this economic danger as long as the
Soviets are occupying part of the country; the Austrian Corernrent
is stymied and cannot even openly admit authorship in the publiecity
campaigns against these storcs which are carried by the newapapors
at periodic intervals. '

Pos sibiliﬁ'es for Controls

Under these anomalous conditiona which are unmatched anywhere
in the world, there can be-no question of applying security trade
controls in the usual sense against USIA. Relations with ths USIA
complex camot be cut off in view of the econonic conditions Just
deseribed and still less because of the important political conside
eration that the West must carefully awoid any actlon which might
lead to or could be interpreted as a partitiom of the couniyy.

Whatever control measures can be taken are limited in scope but
they have proven fairly effective in the course of time. Tho best
results were achieved through judicious allocation of those raw
materials which are under government control; recently, moreover,
the traditional forms of export control through:llcensing becams
avallable in a modified way for this particular sector of the
econory and are beginning to.show some effect.

‘ Controls through the Allocation of Raw Materials

‘Under the Raw Materials Control Act of 1951 the Austrian Covernrent
controls the procurerent and sale of certain raw materials on grounds
-of scarcity, preservation of foreign exchange and other comrercial
policy considerations. The most important materials under control are:
ferrous and nonferrcus metals and scrap, coal, mineral oils, hides,
skins and sulphur,
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Since the USIA complex constitutes an inseparable part of the
Austrian econory, USTA enterprises participate in the generul
allocaticn of raw materials. The Austrian Government, howevcr, tries
to keep firm control over the arounts that go to USTA plants out
of the domestic supply and of imports. In some instances ruw
materials have been allocated only in the exact cuantities needed
to execute a specific order for the Austrian econony. Stiff penalties
for offenses against the Raw Materials Control Act cut to a minimm
the amountswhich may be diverted to black market channels where
they would be avallable to USIA.

The raw material allocations have becn the subfect of constart
hagrling between the Austrian Government and the Sovict Oceupation
Authorities: Threats and prorises are used by the Soviets “o obtain
larger quotas. Their most effective form of pressure in carlier
years was the withholding of mineral oil supplies-ewhich they control
completely--or the threat of price increases on this comnmodity. 1n
recent years the oil supply was ample and the !oviets were forced to
sell for economic reasons. Their strongest weapon at present is
the withholding of scrap, most of which coues from USIA plants, and
the threat ta slow down the moverent of goods between their zone and
the Western parts of the couniry through the erection of trafflc
barriers, . e :

The Austrian Goverament counters with arguments of scareliiy,
with the request for paymcnte of taxes by the USIA combine and with
delaying tactics. They have stood their ground quite often; ab
other times they had to give in. Their®'s was the more vulnerable
position until about eighteen months ago when the Soviets began o
show signs of a weakening interest in the USIA complex,

Since the allocation problem is a domestic mtter, the ‘ustrian
Covernment has to act on its own without benefit of US help or
official advice; yet there are clear indications of informal consulta~
tions on these questions between the US Authorities in Austeia and
rustrian Government officials, though this 1s never openly admitied.

USIA Fxports

1t has been explained before that the USIA £irs can sead any
delivery out of the country to the Fast as vmlitary shipreat”,
vithout Austrian export license, withoub paying any fees or duties,
without even the knowledge of the Austrian Government. Almost ali
exports of this type are handled by JUSCHINESCHTRANS, a Soviet

controlled forwarding firm. e e
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In this manner hugs quantities of valuable strategic and none
strategic goods have been drained off each year. A rough estirate,
rade someiime ago, of the annipal takings in recent years, put these
atports av approximately {50 million per year, about half of which
consisted of petroleum products, the other half of such goods as
mechanical and electrical machinery, cables, scrap, lurber, rzwon,
paper, paint, glass, light bulbs, etc, . .

Li censing of USIA Fxgorta: Farly in 1952 however, mch to
everybony | & Surprise, the USiA plants beran to apply for regular
export licenses for many of ‘their shlpments. The only explanation
that eould be found for this change in policy was USIA'S need for
Austrian schillings to defray expenses., A valid export license
entitlse the holder to obtain Austrian currency from the National
Bank for the proceeds of his transaction; without it he has no
official legal means of converting his earnings into local tender.

Th: iSIA corbine had been knowmn, for some time, to be in a
difficuit financial situation, owing Yo bad managerent, unorthodox
rethods of calculation, and the unrealistically low prices at which
they woere forced to sell tothe USSR, It hae been clalmed that some
of the I81A planits were occasionally unable to meet their payroll,
They wore without doubt heavily indebtedly to their own finaneial
institution, the Soviet Millitary Bank in Vienna.

Fhutever the reason, USIA applications for export licenses
contime:. ‘The Austyrian Governrent 1s, of eourse, in no position to
deny then, repardless of the type of goods, except in isolated
cases on the grounds of: scarce supply or cormerclal policy considera-
tions. In certain ways Austria derives appreciable benafits from
VTAte now poliey.. Austiia ie now boing credited with these -
ghipreniss as deliveries under its trade agreements and consequent.ly
receives o quid pro quog it improves its foreign currency position
through tiw receipt of payrmsnts at the National Bank; ard 1t also
obtains information on the kind and quantity of at- 1east. some of
the poods that are being. shipppd from the ! oviet—c_ontrollad gnter—
pmswa .

1% should be noted in this connection that all export licenaes
requesied by USIA firme cover shipments to the Firopean Satellites
only; @60 requests have so far becn submitied for exports to- the
UstR. 1t rust be assumcd that the USSR has . either lost interest in
obtaining goods from UHIA ot that It continues to satisfy its needs,
as befers, through uncontrolled and wnrequited @xporta sent as _ :
25X1 | I tary shipments', | 25X1 .
25X1 | [there_is no over~all salisfactory information

zvailablc as to the types and arounts of goods which are still
teing sent as military shipments, It is believed that these exports
tave bsesn falling off conslderably, but no clearcut confirration

has been obtained as yetu
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Sercening of USIA Licenses U5 Authorities: Under an
infortal agreerent WLLh Austrien oflicials ths S Fmbasscy roceives

all USIA applications for review prior to licensing. In this way

it is possible to isolate license applicatlons for those iatitle Act
iters the export of which may be denied Ly the Awstrian Governrent
on grounds of scarce supply and for comercial policy consideraticns,
Foremost among the latter is the recurrent accurmlatlon by lwustrie
of large export surpluses vis-a-vis same of the Soviet blec uountries
without available counter-balancing imports, The "scarce supply"
argument 18 invariably supported by expert opinion from the resporgi-
ble comrodity section in the Minisitry of Trade; a denial recorrerded
by the irportant section 13, "iron, Metals and Machinery® in alwayw
heeded. Another reason for refusing an export license to a UBIA firm
is the non-USIA origin of the foods. Export applications byr USIA

for alurinwi, for example, are denied because no aluminum iy produced
within the USIA combine,

Denials of USIA licenses are infrequent and, as explained,
alunys substantiated by well grounded reasons. It is not knowm,
however, if the withholding of a license for USIA goods actually
prevents their sxport. They could very well be sent on thsir way
as Soviet "rilitary shipments®™ which are removed from any controls
either by Austrian or US authorities. Information on this question
is lacking. ' o

25X1.
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USIA as Potential Forwarder

It is usually assumed that USIA gonerally acts as intsrmediary
for the shipment of Austrian or other Western goods to the 'ast for
which no valid export licenses could be obtained through prescribed
legal channelss  Actually, there seen to have been relatively few
instances of such diversions in previous yearse In the more recent
past, since Vestern export controls becare effective enouga to
prevent other forrs of shiprent, such transactions, or atberpts at
them, were more frequent but, as far as is known, never re:illy
nurerous or general.

1f they do occur it is done in the following wayt A dumry sale
to a USTA enterprise is arranged for the express purpose of fore
warding the merchendise as 1CIA goods to some Eastern destination
by way of a "military shipment" which requires nd llcensc. in view
of the fact that the country is one economic unit, a transaction
between any Anstrian enterprise and a USIA firm is normzdi domestic
trade which proceeds without special control or supervision. Tha
interrodiary in sales made with the intent of diversion is usually
the Kmﬁié 1an" Tirm INTRAC, not JUSCHMFSCHIRANS, the regular Sovietd
forwarder., The USIA firm which lends its good. sorvices for thess :
deals charges a comuission of five percent or more which is borns
by the buyer. As far as is known this technique has been used only
for exports to the European satcllites, not for shipmenis going to
the USSR, _ ,

In the section om "Licensing of USIA Export" it has teen stated
that Austria denies export licenses to USIA firms for those goods
which are not of USIA origin, The mere fact, however, thst spplica-
tions for such shipments continue to be filed justifies Lo assumpe=
tion that certain difficulties are involved~-possibly of & financial
nature--in using the facilities of the "military shipmente®, No
definite information has as yebt come to light on this sublacts.

A retun of the USIA combine under Austrian autbori.ty, withoub
or before the conclusion of a Feace Treaty, is not completaly oudte
side the realm of possibility, radical as this proposition may
seem, The Soviets have made several attermpts to sell these indus=
tries to the Austrian Covernment for an amount of aboub $150 million,
These offers have been refused, -

In view, however, of USIA'S recurrent financial difficultdies,
the rmedown condition of some of the plauts and the fact that the
Soviets seem Yo have obtained rost of the advantages they ever
expected from these industriese~it may perhaps not be out of ques~
tion to arrive at a negotiated gettlerent in the foresecable future.

o z.. <>
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A peturn of the USIA complex under the sovereignty ol Austria
would immediately close the rost dangerous gap in East=''est trade
controls because it would stop the uncontrolled "rilitary shipe
ments" which have negated Austric's efforts in this field to a
considerable extent.

¥v. TRANSIT TRADE TIROUGH AUSTRIA

“The Transit Prade Problem

Because of its geographic location, at the crossroads of East
and West, Austria is a natural transit route for shiprents o and from
the Soviet blocy especially the satellites, The income from railroad
transportation and related sorvices features prorinently among the
imrisible assete of the Austrian balance of payrments,

Up to the present, no direct controls of transit trade and
transehipments have been agrecd upon by the countrics parilclpating
in or ccoperating with COCCHM though the question has been discussed
for nesrly thrce years.: Shiprents under a through bill of lading
are considered untouchable by the eountry of transit under every
national lepislation in compliance with the various international
transportation agreerents which were concluded in the inter-war
period and are gtill in force, ‘

Whatever controls exist are 1irited to the export controls
applied by ths country of erigin and corbined with end use chocks
-ade im the country of destination. (1C/DV system) The wransit
country itself has no legal ripht either under national o inters
pational law to stop a ghipment in transite

The Stopping of Shipments

The United States, however, invoking the extraterritorial rights
of =n occupation power, on several occasions has stopped suspicious
shimments at polnts of entry into Austria, reinly in Salzburg in the
West, The British have followed suit in their zone of occupatlon,

Vi h ab the Southern border, the moin poind of dotention

-2 -
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Lecal Irplications: The stoppage of a shipment invariably
leads fo Llengthy and involved investlgations which produce a host
of leral complications. The nain points to be brought out by such
investigations are: +the stratepic character of the goods which
are detoinedy proof that they are actually destined for the
Sovict bloeg the identity of the original owner and of the shipper
which is often difficult to ascertain, especially in the case of
rixed consignrentsy the responsibility for the diversion which may
lie either with the manufacturer,; or with one or several middleren,
or with the forwarder, as individuals, or with the government of
the exsorting country if the shipment is travelling under valid
export docurentsg the question of risuse or forgery of documents
and of the applicability of leral sanctionsg the problen of retumn-
ing th> goods to the country of origin and/or the original owmer,
if they can be ascertaineds the question of the right of confisca-
tion mnd by whom it should be exercised; the problen of possible
liability under threatenad darmge suits, and a few other questions.

Toe one problem to be solved irmediately in all cases is the
respon3ibility for payment cf dermrrage and storage charpes and
other lreidental costs resulting from the detention of a shipment,
The U8 bas so far defrayoed all such costs out of MDAC (Battle Act)
funds arsl has even reimbursed the Dritish for their expenditures
inourrad when detaining a shipment in Villach, in their zone.

The undorwriting of such charpes is being made with the understande
ing that as soon as the final responsibility for a diversion is
deterrined, the US will be paid back in full for its outlay by

the responsible government or personc

I linstrative Cases: Stoppages of shiprents in transit bave
n0t bedn very numerous poscibly bocause sweh action is worth while
only in irmportant cases, in view of the legal implications imvolvedo
Some of these cases may be summarized as followss

%, 1In 1950, long before the enactment of the Battle Act, three
Armericanemade concrete paving machines destined for Hungary were
irtercopted and held in Salzburg for a considerable #ire; later
they vare impourded and used in the building of airfields in the
Aaghe ' 4

v, In Decémber 1951 and Jamuary 1952 two mixed consignrenis,
consisting mostly of ballbearings of German and Itallan origin,
ard shipped by a Swiss forwarder to a Rumanian destinatlon, were
stoppel in, Salzburg and detained for many months until mid-1952
shile investigations went on. Thon, early in July, they were
vnhaprlly released by the railioad through an adrinistrative slip=
up witicut the knowledge of anybody in authority. They went on their
way beaind thé Iron Curtain while American and Austrian officisls,
oblivious of this fact, were putting the finishing touches on an
agrecrant for the final disposition of the shipment,
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3¢ In the sumrer of 1953 twelve frelght cars of copper and
copper wire were selzed by the Pritish at the Austrian~Ttalian
border and held near Villach, In August they were returned to
Italy into the custody of the government, -pending &n inrestigation
of the responsibility for the diversion under Italian law, Itolian
officials informlly ventured the opinion that the Allies had broken
the shipyning ¢ontract and could bs held liable for dammges but they
did notl want to pursue the matter, The case Was stlll perding
early in December, E

L. At present, a shipment of ball bearings, obvicusly of
German origin, are boing detained in Villach; by the British, The
shipper is apparently guilty of violations of Germen foreign
exchange and trade laws and of forgery of documents, bui the casa
is not arenable to an casy scluilon because its egal anpcets with

regard to confispation or return of the shiprent are imvolved ard
. ray require a reinterpretation of the relevant stipulatiors, The
ca.efalls within the Jurisdiction of the State Attorney b
_ Stuttgart who is not responsible to the Gernan Federal authorities,

.S Anothor shipment of German ball bearings, consisting of
£9 caseas; is being detained by US forces in Salzburg since late
September, The Swiss owner, who clalms that the goods ware destined
for the Middle Tast, threatens legal procedings, diplomntic inter
“yention and exposure in the press of the TS action vhich ke terss
" as belng "contrary to all international custom and law'. Tepal
actlon on this case seens to have been stymled. It falls equally
within the competence of the State Attorney in Stuttgari, who ray
‘not vish to prejudice the Villach case by a hasiy decision in a
related matber, The US has approached German Federal awtkoritdes
and: agked ther to step in and resolve the irmpasss. '

The implications of these few cases alone clearly ilustrate
the need for on intemational agreement on transit problens which

would rerove the onus of illepality from actions which sre undasw
taken ‘only in ths interest of Westean seourity.

VX, AUSTRLA AND THE BATTLE ACT

The Provisions of the Act

_ Under the terms of the Mutual Defense Asslstance Contvol Act
of 1951 (Battle Act) United States economic, financiel or military
ald to any country is to be terminated if it "knowingly permits® - -
the shipment of items of primry strategic importance. to the Soviet:
Bloe., The President, upon the advice of the Director of Foreign -
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Operations (Battle Act Administrator), may grent en excepiion from
such sanotions when unusual circurstances warrant the continmuation
of aid because 1ts cessation would be clearly detrimental to the ,
socurity of the U.S. Vhsn recormending an exveption, the administras
tion carcfully analyzes the speclfic case and takes into account
the contribution of the respoctive country to the mutual security
of the free world, the importance of imports recelved fiom the
Soviet bloc and the adequacy of the country's controls over stratepic
exports to the Sovietl blocs ' ‘

Political C onsidemtiqm

. Almost all countries which are subjcet to Battle Act determinse
tions are openly associated with the North Atlentic Troaty .
nrganization (NAT0), If & presidentiel exception is granied for
atrategic shipments of eny ope of then it is a matter ol public
records the President sends an unclassiflied letter, staling hic
docision and the reasons for it, to the eix Congressional commuiitees :
which must be notified wnder %he Act. A short sumary is usually 25X6
" reléased to the press, ' '

-
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Fxeepiion Procedures

Notification o the Congressional Cormlttees of Austrials
stretopic shipments to the bloc are made in tro parts: a
presidential cmeption letter and a tabular report on licensed
USzA shipments,

"he President's letter concerning Austria is similar to ths
sxception JEGiers granted sor any other country uxler Battle fct
dete riination, except for its classification as sceret, It covers
stretopic shiprents from Austria under a valid Austrian export
license to any of the Soviet bloc comntries. The special ciroum
starees which are taken into account to justify exerption from
the senctlons of the Aet are the usual ones: prior cormi tments,

Cprifinating in trade agreersnts or private contracts which were
" eoncluded befors the Battle Act care into force: an economically

espenic.al quid pro quoy the need teo conclude a trade agreement
which night be jeopawdized by the refusal to ship certain strategic
itms ip limited quantitiess failure of corrvectly identifying

the stoategic rating of a glven comodity, and similar reasons.

The President's letter direccting contimuation of aid to a comtbry
is ¢n executive order snd ss such an official document.

rresidentisl exceptions up to 1 August 1953 were requested ard
srauted For oily three shipments, a.gf-'regatingéoio&%?,lﬁo They cone
sisied of a Dicsel locomotive valued st $83,600 which was shipped
o ( zechoglovakiag of 125 tons alurimum ingots, estimited at
A7%.000 and ball bearings worth 5188,523, exported to Poland, All
threee deliveries were made under trade agreements concluded before
the enactnent of the Batile Act and were therefore considered
topd o conmd tuents ",

. in addition, two locorptives costing 188,023, were delivered
to tzechoslovakis in 1952 under another prior cormitment but were
&t Lhot time not reperted by the Austrian Governrent, due to an
weraizht, The US expressed its ¢issatisfaction to Austria over
the handling of this case but it will nevertheless be included in
the next presidential exemptions letter.

L presidential exception will elzo bs required in the future
for a berter deal betwesn Austria and Fast Germany which has been

undor consideration since the early summey, It involves the dellvery

from Austria of 3000 tons of rails, valued at $315,000 to East
Germany to be used by the S-=Bahn in Berling in exchange for the
rails Austris is to receive ferrochroms, ferrosilicon and ferro
menganesze in an amount equal to the value of the rails. The Stats
Depgrtment and the Foreign Operations Administration approve of
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